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Is Inflation a 


Moderator Back: 

About two weeks ago there were 
two related stories in the news on 
successive days. You saw one of 
them, I am sure, for it made page 
one in good-sized headlines. ‘‘Liv- 
ing Costs Hit All-Time High,” 
was the way one of those headlines 
read. Between May and June of this 
year, the bureau of labor statistics 
revealed that the cost of living 
reached the highest point in our 
history. The last highest point was 
reached a year ago. The story went 
on to say that higher food costs 
between May and June had can- 
celed out previous lower prices in 
the grocery stores. Housing costs 
‘had gone up, so had medical care 

iand the cost of cigarettes, and 
| beer, and gasoline. 

The next day, but not on page 
(one, you could read that in April 
cand May and June of this year 
(this country had set a new pro- 
duction, consumption, and invest- 
ment record. Wages and salaries 
ywere up eight per cent in those 
three months over the same period 
a year ago. People had more 
oney, the Commerce Department 
said, in this day, and they were 
oing more buying. 

The Department added, however, 

that prices the farmers were getting 
continued going down, reaching 
a point 15 per cent below a 
vear ago. Residential building was 
off, refrigerators, washing machines, 
adios, and television sets weren't 
eiling as well as they had before. 
6 this is a good time to raise 
might’s question on Town Meet- 
i: “Is Inflation a Threat Now?” 
Sex two speakers tonight, I am 
ue, clipped those two stories I 
%@itioned, for they’re newspaper 
4 who have concentrated on 
“ness and economic affairs. 


Threat Now? 


Lawrence Fertig, who does con- 
sider inflation a threat at this 
time, interprets economic events in 
a weekly column for the New York 
World Telegram and Sun and the 
Scripps-Howard papers. He took his 
degree in economics at New York 
University and often writes on 
business affairs for national maga- 
zines. 


Kenneth Kramer, Executive Edi- 
tor of the magazine Business Week, 
will be brushing aside Mr. Fertig’s 
concern over such a threat now. 
After a career in city rooms in vari- 
ous parts of the country, Mr. 
Kramer later went with the Wall 
Street Journal’s Washington Bureau 
and has been with Business Week 
since 1946. For the yes side of the 
question: “Is Inflation a Threat 
Now?” here is Lawrence Fertig, 
columnist on economic affairs for 
the Scripps-Howard newspapers. 
Mr. Fertig. 


Mr. Fertig: 

Mr. Back, I wish I could say 
that inflation isn’t a threat and 
everybody with a pension or fixed 
income or bank account would be 
rather safe, but I am sorry to say 
that isn’t so. Inflation zs a threat. 
When we talk about inflation, when 
people talk about it, they mean 
price inflation, or an increase in 
prices of the things they must 
buy. What is not generally under- 
stood is that price inflation is 
directly caused by an inflation of 
the money supply, by a substantial 
increase in the number of dollars 
that are available in bank accounts 
all over the country. Inflation is a 
money disease. 


Who manufactures this money? 
Primarily it is the government, 
because it spends more than it 
takes in and covers the deficit by 


putting IOU’s in the banks. Also 
the banks manufacture money when 
they are encouraged to continually 
increase their loans. Now obviously 
it is much easier to manufacture 
money than to manufacture goods, 
only the result in the long run 
is disastrous. At the present 
moment, retail prices are beginning 
to rise somewhat again, and in- 
flation of the money supply still 
goes on. The government is run- 
ning a ten- billion-dollar deficit, 
and the banks increased their loans 
over what they were a year ago. 


There isn’t as much money in- 
flation as there was during the 
war, to be sure, but it certainly 
is large enough to have an effect 
eventually, and soon, if it con- 
tinues. You cannot manufacture 
money, as we are doing continually, 
without suffering the consequences 
in the form of price inflation 
sooner or later. Now this inflation 
could be halted if we had the will 
to do so, but the disturbing fact, 
I am sorry to say, is that inflation 
has become a respectable doctrine 
and is being openly sponsored in 
many important quarters. Eminent 
college professors like Dr. Slichter 
of Harvard say that inflation isn’t 
bad, provided you control it, but 
of course nobody has ever con- 
trolled inflation. 


Mr. Walter Reuther of the CIO 
says that we must continue the 
present boom or we are headed 
for doom. The big union policy 
of getting wage increases of 5 
per cent or 10 per cent or more 
a year, and insisting upon full 
employment as well, cannot possi- 
bly go on without inflation, but 
if inflation is necessary to continue 
the boom that’s all right with Mr. 
Reuther. Even some eminent busi- 
ness leaders, exhilarated as people 
always are by inflation, say that 


we Cannot permit any readjustment 
to take place and that inflation 
isn’t such a bad thing, anyway. 


Now the Federal Reserve Board 
pursued a policy of curbing in- 
flation somewhat by raising the 
price of borrowed money, but they 
soon stopped that. The Treasury 
tried to curb inflation by selling 
long-term government bonds to the 
public instead of to the banks 
where they are inflationary, but 
this policy soon changed. Just a few 
weeks ago, the banking rules were 
changed so that money became 
easier to borrow again. And the 
commercial banks were permitted 
to manufacture about six billion 
dollars more money to invest in 
government bonds. 


Even treasury experts of a con- 
servative administration, mind you, 
retreated before the hue and cry 
which went up all over the country 
when they made a_ small step 
toward halting inflation. So the 


pressure continues from all direc-— 


tions—from organized labor, from 
government deficit expenditures, 
from treasury monetary policy, from 


economic theorists, and even from | 
is all 


some businessmen—and it 


on the side of inflation. Unless 


our public servants in Washington > 
are men of iron they will prob-— 


ably succumb to these pressures... 


Is there a danger of inflation now? 
Well, Mr. Back, I am sorry to 
say that there is, mainly because 
inflation is exhilarating and hard 
to 
nobody likes to shoot Santa Claus. 


Mr. Back: 


Thank you, Mr. Fertig. The fears 
Mr. Fertig has just expressed are 
fading fast. At least that is the 
position maintained by Kenneth 
Kramer, the Executive Editor of 
Business Week, Mr. Kramer. 


stop politically and because | 


Mr. Kramer: 


That certainly is my general 
position, Mr. Back. And even be- 
fore the truce was signed in Korea, 
the chances of runaway inflation 
were pretty slim. Now that there 
is a truce, there is even less chance 
of inflation being a serious threat. 
I am of course assuming that the 
truce will stick. Since I am most 
familiar with domestic affairs, I 
base that assumption that the truce 
will stick on the opinion of others, 
the so-called experts in  inter- 
national affairs. But truce or no 
truce, a look at what has happened 
in our economy during recent 
months should convince us that 
our economy is coming into a 
phase where inflationary dangers 
are fading fast. 


First, we saw almost all of the 
big industry wage problems 
thrashed out and settled in the 
last few months—autos settled, steel 
settled, oil settled, rubber settled, 
and so on. The only really big 
one still unsettled this year is coal. 
Now all these settlements mean 
that we have no important threat 
for another full year of further 
wage inflation, and, if in the mean- 
time some of the steam goes out of 
our current business boom, labor 
unions will be less anxious to talk 
about higher wages next year and 
more anxious to get spread-the- 
work plans, job-security programs, 
output restrictions, and job con- 
trols designed to keep all but 
Joyal unionists out of plants. 

Second, we also saw recently 
»pward adjustments in steel prices 
that I believe put them in good 
falance with other prices. Because 
the whole economy seems to be 
oving into a cycle of active com- 
tition, a phenomenon we haven't 
zen fully displayed since before 
we beginning of World War ILI, 
ee twelve years ago, automatic 


price increases for everything made 
of steel did not quickly follow 
this time as they had every other 
time in the past. In fact, there 
is good reason to believe, for 
example, because of competition, 
that no effort will be made to 
pass through higher steel costs on 
automobiles. 

It is true that we have seen 
higher price tags hung on some 
major appliances but appliances, 
as you know, are selling pretty 
consistently these days at discounts 
from list prices so that higher list 
prices don’t have too much mean- 
ing. The substantial price boost 
just made for steel, which is in- 
dustry’s most basic raw material, 
kills off any chance of any further 
price rise there for some time to 
come, and, if steel prices stabilize, 
others are likely to do so, too, 
since it is the bell-wether industry 
in manufacturing. Therefore the 
prospect for another wave of price 
inflation seems quite, quite remote. 


Third, let’s take a look at what 
has been happening to money, 
which seems to be Mr. Fertig’s 
main concern. For quite some time, 
a decade or more, almost two 
decades, we had in this country 
what is known as an easy-money 
policy. During the past year or 
two we saw money get tighter, 
which means that it is harder to 
borrow and that it costs more to 
borrow. This was accomplished 
mainly by actions of the Federal 
Reserve System, which pulled the 
plug on government bond prices, 
checked the creation of additional 
bank reserves upon which banks 
could make more loans, and raised 
the rediscount rate, another way 
to check lending. 


The effect, and the desired effect 
of all this, is to put brakes on a 
boom and slow down or stop in- 
flation. This general policy has 
been followed and even intensified 


under the new Eisenhower Admin- 
istration. The squeeze on money got 
to the point, though, that some 
relaxation was called for. It was 
done about a month ago by re- 
ducing the reserve requirements of 
banks. That made it possible for 
banks to expand loans and inyest- 
ments again. 

Except for that one action, how- 
ever, the sound money policy of 
the government still stands and 
there is a large measure of in- 
surance against inflation. That’s 
why I say after this brief review 
of inflationary trends in prices, 
wages, and money that inflation is 
not a threat now and shouldn't 
keep us awake nights. 


Mr. Back: Thank you, Mr. 
Kramer. Mr. Fertig, Mr. Kramer 
didn‘t seem to be worried for one 
moment about inflation. I think 
perhaps you want to begin a dis- 
cussion by referring to some of the 
things Mr. Kramer said. 


Mr. Fertig: Yes, I would like to. 
There are two things that come to 
mind about Mr. Kramer’s point of 
view. In the first place, we do 
know that prices have started up 
again. I want to read to you from 
the current issue of Newsweek. 
It says, “The question was, would 
the dollar buy more of everything 
tomorrow?” The answer was no. 
After a midsummer purchasing 
price rally, its value actually is 
slipping, evidenced by the govern- 
ment’s latest cost of living index, 
released last week, which stood 
at 114.5, up one per cent over 
the month before. 

Food prices were pacing the up- 
surge, medical care, entertainment, 
dry cleaning, laundry, and so forth, 
were following, says Newsweek, so 
that actually there is some evidence 
that this thing may have started 
up again, but I am not so much 
concerned with what happens this 
month, next month. The question 


is, is this threat here which will 
soon affect us very severely? The 
only way you can answer that is 
to take a look at the question of 
money, because inflation is a.money 
disease. 

You cannot have inflation, you 
cannot have a generally rising price 
level, unless somebody, maybe the 
government or the banks, creates 
a lot of money. My point is that 
identically the same policies which 
caused the inflation are continuing 
today, despite the fact that we 
have very able men in Washington. 
They are subject to tremendous 
political pressures; they instituted 
a policy which restricted inflation 
for a few months, then the pressure 
was so great that they were forced 
to retrace their steps and once 
again we have inflationary policies, 
the same as ever. 


Mr. Back: Mr. Fertig, I know 
that you and Mr. Kramer are going 
to have an argument about money 
policy in a moment. I would like 
to turn now to Mr. Kramer and 
ask him what he thinks the mean- 
ing of the rise in prices is. Are 
we going to have a new high 
again in another few months? 


Mr. Kramer: First of all, I would 
like to comment on the fact that 
if you look at these various in- 
dexes, that are supposed to reflect 
the cost of living, and you see’ 
them reported as saying that the- 
bureau of labor statistics cost of 
living index has reached a new 
high, of course that sounds rather. 
forbidding and you think, well it 
costs more and more every day 
now to buy the food that we eat. 
and the clothes we wear and 
so on. 

But if you look at that cost of | 
living index, you will see that. 
it is standing at about fourteen’ 
and a fraction per cent ahead of | 
where it was in the years ’47 to 
49, and it actually is only about 


ee 


two cents higher than it was 
exactly a year ago today. What 
happened was that we had a dip, 
and now it has come back up, 
and just because through the 
vagaries of statistics, it has gotten 
about two-tenths of a per cent 
higher on this rather unimaginative 
index, it sounds as though prices 
are going through the roof again, 
and I just don’t believe that they 
are. 


Mr. Fertig: Oh, I quite agree. I 
think Mr. Kramer’s statement there 
is moderate and correct. I don’t 
think that this 1 per cent rise is 
all-important. I think, however, we 
can say that the cost of living is not 
going down, but it looks as if it 
might go up a bit. But let’s zet 
back to the main fact, Mr. Back. 
The government is running with a 
ten-billion-dollar deficit. In order to 
taise this money, it puts its IOU 
into the banks and recently, just 
recently, the Federal Reserve Banks 
aided the government by creating 
six billion dollars more money. 
That is inflation, there is nothing 
but inflation there. 

Secondly, the UN policy is still 
the same. I think you forgot, Mr. 
Kramer, you said that coal was 
coming up, but also the railroads 
are coming up, and this is a con- 
tinuing thing, this demand for in- 
creases far beyond the productivity 
increases. So that we have this 

| combination of factors which makes 
inflation, mone of which have 
changed. Nobody wants to stop 
inflation because it is very ex- 
| hilarating, and it is politically 
| dangerous to stop it. 

Mr. Back: Mr. Fertig, you said 
| @#at this constant deficit spending 
| by the government, plus what you 
(All relaxation in credit restriction, 
| lesting more money out, means that 
‘More money is moving out all the 
(tine. Now Mr. Kramer says more 
ie pney is mot moving out all the 


Ne | 


‘ 


time, and I want to know what 
happens to me, as a person who 
buys things, when a lot of money 
gets out or a lot of money is 
pulled out. Mr. Kramer, will you 
approach it from that point of 
view? 

Mr. Kramer: Well, I tried to 
explain as... 

Mr. Back: You don’t agree with 
Mr. Fertig that a lot of money is 
getting out? 

Mr. Kramer: Well, no, I am 
not going to say that they haven't 
actually allowed more money to go 
out, because that is exactly what 
happened about a month ago 
when the Federal Reserve made 
this change, but if you measure it 
over all, there have been so many 
other things... 

Mr. Back: It was hard to borrow 
money for awhile but... 


Mr. Kramer: That’s right, and 
now there has been a little bit 
of loosening up again. My funda- 
mental quarrel, though, on the 
money side with Mr. Fertig is 
that I don’t believe that monetary 
inflation in itself is enough really 
to start off a real inflationary 
spiral. I think that if you read 
the economics textbooks, they do 
pretty closely relate price inflation 
to money inflation, but if you 
want to see what really can 
happen when they try to make 
some kind of an inflation by 
tinkering with the money, if you 
go back to the years 1933 to °37 
when in Washington the very 
definite policy was to devalue the 
dollar, to increase the inflationary 
impact of the money, it turned 
out to be a pretty useless sort of 
thing. It didn’t have the beneficial 
effect that everybody thought it 
would. 

Mr. Fertig: I am glad we are 
talking this up, Mr. Back, because 
now the question is, what is in- 


flation? And perhaps we have a 
very vital difference of opinion. 
Inflation is just an increase of 
money, and Mr. Kramer is correct. 
In 1933, they did increase money 
and they couldn’t get prices up 
and I will tell you why. It is just 
like pumping a lot of air into a 
balloon. You are inflating the 
balloon, but if you put guide- 
ropes on the balloon, the balloon 
won't go up and there were guide- 
ropes holding that balloon down 
at that time. 


Mr. Back: Take a person who is 
on a fixed income. Inflation to him 
doesn’t mean a lot of money. His 
problem is that he hasn’t got 
enough money . . 


Mr. Fertig: You have made a 
mistake, Mr. Back. It certainly 
does mean a lot of money, because 
a lot of money inevitably ex- 
presses itself in an increase in 
prices. In answer to Mr. Kramer, 
let me quote Marriner Eccles. He 
was chairman of the Federal Re- 
serve Board, and he has critized 
the present administration policy, 
so he is not all for it. Listen to 
what he said only a week ago. 
He said that the inflation thus 
created, during and since the war, 
or the cheapening of the dollar, 
was brought about by the large 
amount of bank financing of govy- 
ernment deficits during the war 
period, as well as the huge growth 
of private bank credit since 19-6. 
That’s the basis of inflation— 
deficits and bank credit. 

If you didn’t have deficits and 
you didn’t have increasing bank 
credit, you would never have an 
increase in the price of things that 
people have to buy; therefore, in- 
surance policies, when they came 
due, would buy more, bank ac- 
counts would be protected, pen- 
sioners would be protected, and 
so forth. 


Mr. Back: Mr. Kramer, how about 


the so-called hard-money policy 
that we have been hearing so 
much about? Mr. Fertig says it 
doesn’t exist. 


Mr. Kramer: Well, I think all 
you have to do is make the com- 
parison between what we did have 
for about twenty years and what 
we have had in the last two years. 
I don’t think that anybody can 
question the fact that President 
Eisenhower ran on a policy that 
might be called a sound money 
program. In other words, he wasn’t 
trying to relate the value of the 
dollar to the price of gold, but 
he was trying to bring about a 
situation in which the dollar 
would always be able to buy the 
same amount of goods. 


The various steps that have been 
taken in the direction to bring 
more economy into the govern- 
ment is one of the biggest anti- 
inflationary steps that has been 
taken in the past two years. Those 
are the things that are much 
more important. If we can curb- 
government spending, get down to- 
a balanced budget, if we can 
eliminate ... 


| 
Mr. Fertig: Do we have a bal- | 
anced budget in sight, do you. 
think ? 


Mr. Kramer: I think we have one | 
in sight, very definitely. 


Mr. Fertig: Senator Byrd said the’ 
other day he expects a ten to” 
fifteen billion dollar deficit next 
year. I don’t know anybody who 
doesn’t expect a ten billion dollar | 
deficit next year, I mean anybody | 
that I have talked to. We cer- 
tainly have no balanced budget in! 
sight for one, perhaps two years. 
As far as the hard-money policy 
is concerned, I must give the 
Eisenhower administration and Mr. 
Randolph Burgess and Mr. Humph- 
rey credit for attempting this, but 
when they attempted it the pres- 


‘ 


sure was so great, because people 
like inflation. Inflation is exhilarat- 


ing; nobody likes to stop the 
boom. 
Mr. Back: Who likes inflation, 


Mr. Fertig? 

Mr. Fertig: The point is, Mr. 
Back, that we learned in the last 
bust that the way to stop a bust 
was to sit on the boom. Don’t let 
the boom get too high. But what 
are we doing today to stop the 
boom? Nobody wants to stop it 
because it means an inconvenience 
for awhile, but inflation is not a 
way of life; it cannot continue, 
and it must be stopped or else 
there will be a great disaster in 
time. 


Mr. Back: Mr. Kramer, I want to 
offer both of you the listener ques- 
tion. Mr. Kramer, perhaps you want 
to say something before I turn 
to that. 


Mr. Kramer: Well, one of the 
things that I do want to em- 
phasize is that there is more than 
one type of inflation, and when 
you talk strictly about price in- 
flation you are only seeing part 
of the picture. It is just as im- 
portant to talk about what is 
happening in the field of income, 
the increase in wage rates, and 
the increase in actual earnings. 
That is also inflation of a definite 
character, and that of course is 
the kind that everybody is in favor 
of, as I understand it. 

Mr. Fertig: But we are talking 
about how we stop this spiral, 
Mr. Kramer. That’s the problem; 
everybody likes the idea of in- 
creased income. 


“Par. Kramer: And we are going 
ie saccomplish that if we can put 
rally into effect the sound money 
“gram, which will get away from 
§ fact of having cheap dollars 
#t won't buy a dollar’s worth 
sc. at the store. 


Mr. Back: I would like to call 
your attention, gentlemen, to some- 
thing that may reverse us in the 
field a bit. Each week, we invite 
our listeners to submit questions 
on the topic to be discussed by 
the speakers, and this week Mr. 
Albert J. Hunter of Oak Park, 
Illinois, will receive an up-to-date 
20-volume set of the American 
People’s Encyclopedia for sending 
his question on tonight’s topic. 
Mr. Hunter’s question is this: 
“Isn’t the possibility of a too 
rapid deflation a greater threat to 
our economy than inflation?” Mr. 
Fertig? 


Mr. Fertig: Well, I don’t think 
so. I think that all the pressures 
are on the other side. As a matter 
of fact, one of the great reasons 
why I think, I am sorry to say, 
that inflation seems to be in- 
evitable is because we will not 
tolerate any readjustment in the 
economic structure. In other words, 
if thete was a slight spell of less- 
than-boom business, there would be 
a tremendous demand immediately 
to bring the economic pulmotor 
into effect. So, inflation becomes 
a necessity simply because we will 
not permit any kind of  re- 
adjustment in the economic struc- 
ture. There is no danger of a tre- 
mendous decline right away because 
no one will permit even a small 
decline. 


Mr. Back: And now, Mr. Kramer, 
your turn at that question. 


Mr. Kramer: I would say that 
this questioner has phrased a ques- 
tion that really gets right down 
to the fundamental problem that 
we are facing today because we 
really are faced with a much greater 
threat of deflation in my opinion 
than we are with a threat of in- 
flation. And I think that through 
experience you can find out that 
it is much more difficult to halt 


a deflationary trend than it is even 
to halt an inflationary trend, and 
it is going to pose much bigger 
problems for you and me and all 
the rest of us here tonight to 
know what we are going to do 
when we really get deflation in a 
big measure. 


Mr. Back: What is going to cause 
that? Is it going to be an ultimate 
let-down in defense spending as 
our preparations pile up? Is it 
going to be less foreign aid spend- 
ing? Is it going to be the fact 
that the Korean war is over? 
Are those the things that you are 
worrying about? 


Mr. Kramer: Well, to begin with, 
war is a great breeder of in- 
flation. Every time you have a 
war you have great big doses of 
inflation. I think I read one time 
that during the Civil War the 
prices of everything went up 400 
per cent, and we know that in 
World War II we had that prob- 
lem, and they had to put in price 
controls, and they did it again at 
the time of the Korean incident. 
Even all of those things didn’t hold 
it down. 

As soon as you let up the 
pressure that we have when the 
military is contending with the 
civilian for basic raw materials, 
and as soon as war ends, and 
that is why this truce in Korea 


is significant, that immediately sets 
off the signal that the pressure 
is letting up and that there is 
going to be less pressure from 
the military for these goods and 
that we are going to come back 
more and more toward 100 per 
cent. 


Mr. Back: I’m sorry. Mr. Fertig 
is tapping his fingers. I think he 
is impatient. Would you mind 
he eee 


Mr. Fertig: No, I am very much 
interested in what Mr. Kramer 
said. I have a little different view. 
The reason for a big deflation is 
because we have had too much 
of a boom. The way to prevent 
a really big deflation is to stop 
a big boom. Now this is just 
simple ABC. We are permitting 
a great big boom to go on and 
to grow greater, which means that 
we will have all the more trouble 
in stopping the deflation. 

As a matter of fact, the reason 
why an inflation always comes to 
an end is that it borrows from 
the future. People do things today 
and spend their money and they 
won't have that spending power 
in the future. So inflation itself 
is the cause of a depression, and 
in order to prevent a really seri- 
ous depression, you’ve got to stop 
the manufacture of money, and 
you have to stop the inflation. 


QUESTIONS, PLEASE! 


Mr. Back: We have a long list 
of people waiting to ask questions 
from the floor, so let’s turn to this 
gentleman. 


Questioner:; Mr. Fertig, Profes- 
sor Slichter says a continuous price 
rise of two per cent a year will 
help maintain continuous prosper- 
ity. Do you agree? 


Mr. Fertig: Well, sir, I certainly 
do not agree, and I think it is a 
very dangerous doctrine. I didn’t 
have a chance—I’m glad you raised 
that question—I didn’t have 
chance to quote this one sentence 
that Mr. Slichter wrote and I have 
several here: He says, “The goa 
of stable prices conflicts with othe 


desirable goals, and the country 
has problems which can best be 
solved by permitting a slow rise 
in prices.” 

Now Mr. Slichter, who is an 
eminent economist, reflects a great 
deal of the thinking that disturbs 
me and a great many other people 
these days, because he makes in- 
dation a respectable doctrine. It has 
become so respectable that it is 
openly advocated by many people, 
but the trick is this. Nobody in the 
world ever controlled an inflation. 
If you knew that there was going 
to be a depreciation of two per 
cent a year in your money, you 
wouldn’t wait for five years to 
throw it away, or spend it, or do 
something with it, you would 
spend it right away. There is no 
such thing as controlled inflation. 


Mr. Back: Your question, please. 


Questioner: Mr. Kramer, it seems 
that everyone wants this inflation. 
I am wondering who profits from 
inflation in this country when we 
have it. 

Mr. Kramer: People that profit 
by inflation generally are those 
who get the advantage of hold- 
ing goods on which higher prices 
are posted, so that they can sell 
them later at a higher price, or 
people who are lending money who 
-an get more for it, or people who 
Zet more wages benefit by an in- 
Jationary upward movement pro- 
vided that what they are getting is 
more than what other people are 
getting. In other words, if wages 
z¢ up faster than the prices of 
seeds, then the wage earner is 
eaily benefiting by inflation. 

#Ar. Fertig: May I add that prac- 
i#4@lly nobody in numbers profits 
fom inflation. Inflation ruins a 

jentry. There are some speculators 
a by it. And a few of the 
4 strongest organized people in 

a 


y 


a 
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the unions who get more than the 
other people get profit by it. Now 
Mr. Kramer said that those who 
lend money profit by it. I think 
that was a slip. If you lend money, 
you get money back at a depreci- 
ated quality, and the money lend- 
ers generally do not profit by it. 


Mr. Back: Was it a slip, Mr. 
Kramer ? 
Mr. Fertig: The equity stock 


holders sometimes profit if their 
corporations are smart speculators 
and get in on that inflation. But 
very few people do it. It is not 
good for the country. 


Mr. Back: Mr. Kramer? 


Mr. Kramer: 1 do want to cor- 
rect myself. I was thinking along 
terms of equity holdings. 


Mr. Back: Now from the floor, 
this young lady. 

Questioner: Mr. Fertig, is in- 
flation necessary to maintain our 
present standard of living? 


Mr. Fertig: I certainly think not. 
I think inflation will eventually 
destroy our standard of living. 
This thing is slow poison, but it 
is poison. This country is power- 
ful enough, it has great ingenuity, 
and great power to produce, and it 
can produce enough to give pros- 
perity in this country in the long 
run to everyone. Inflation will not 
help; it will hurt. 


Mr. Kramer: 1 would like to add 
this to what Mr. Fertig has just 
said. It is much more important 
for people to get more for the 
dollars they spend than it is to 
have higher price tags put on the 
goods, and there are ways to ac- 
complish that without using any 
inflationary devices. But if we can 
improve the products that we put 
on the market and get more effi- 
ciency in the making and distri- 
bution of goods we can accom- 


plish a lot more than we can by 
resorting ... 


Mr. Fertig: And adding to what 
Mr. Kramer said, I heartily agree, 
and inflation generally gives you 
less for the dollar because ineffic- 
iency creeps in during inflation. 
There is higher cost production 
under inflation than when you 
don’t have inflation. 


Mr. Back: Thank you, Mr. Fer- 
tig. I think the next question from 
the floor is for you also. 


Questioner: 1 would like to ad- 
dress my question to Mr. Fertig. I 
would like to know what people 
of fixed wages can do to help 
ward off inflation. 


Mr. Fertig: Well, I wish I could 
answer that. I find... 


Mr. Back: Please answer it. 


Mr. Fertig: I frankly think that 
we are all victims of this thing. I 
think people with fixed incomes 
suffer under inflation. They are 
the large group that suffers, while 
some people profit. I don’t think 
there is any answer to that. I think 
that under inflation many of us 
must suffer. 


Mr. Back; Mr. Kramer, can you 
hold out some hope? You don’t 
think that inflation is a threat now. 


Mr. Kramer; 1 don’t think that 
inflation is a threat now, but I cer- 
tainly don’t think it is ever very 
pleasant for people who are in 
these fixed income positions to 
experience any kind of inflation. 
They are the ones that really get 
the rough ride. 


Questioner: Mr. Fertig, with the 
cost of living still going up to 
higher levels than ever before, do 
you not think that in the end the 
American standard of living is go- 
ing to take a drastic turn for the 
worse? 


Mr. Fertig: I think this is a very 


powerful nation and that our stand- 
ard of living increases every dec- 
ade. I think that every worker in 
this country practically doubles his 
real income every thirty-five years 
or so. The thing that will make 
this standard of living take a nose 
dive eventually is inflation of the 
money supply. Playing around with 
money will affect this country ad- 
versely; nothing else would, I 
think, short of a war. 


Mr. Back: Thanks, Mr. 
Your question? 


Fertig. 


Questioner: Mr. Fertig, what 
part does the gold standard play 
in relation to inflation? 


Mr. Fertig: If we had a gold 
standard, we wouldn’t have infla- 
tion, and there is one thing we 
must get and get soon in this 
country, that is, get the dollar 


convertible into gold on some 
basis. Otherwise, it is tied to 
nothing. The dollar is tied to 


nothing, and it should be tied to’ 
gold. 


Questioner: Mr. Kramer, choulll 
the government expand the pur-’ 
chasing power of the people as’ 
needed or should this be left to! 
private bankers as their ‘interests’ 
may appear? 


Mr. Kramer: 1 don’t think that 
the private bankers are the ones 
that decide whether the purchasin 
power of the country is going to 
go up. The government has some 
leeway to do that sort of thing. 
but I would say the employers of 
this country are the other great 
body to provide an opportunity tc 
increase the purchasing power by 
increasing the level of wages ir 
manufacturing plants and increas: 
ing the efficiency of their opera 
tions so that they are able to pay 
their employees more money. Tha 
is the way we are going to g 
purchasing power. 


Questioner: Mr. Fertig, among 
European countries, are the most 
prosperous ones also the most in- 
flation minded? 


Mr. Fertig: I'm glad you asked 
that question. It is a very good 
ene. The only countries in Europe 
which are successful or reasonably 
successful today are the countries 
that have fought inflation and pur- 
sued a hard-money policy and cur- 
tailed their money supply. That’s 
the key to the whole thing. Those 
countries are Western Germany, 
which is having a splendid boom 
and giving other export countries 
a run for their money, and Bel- 
gium. Whereas the inflationary 
countries like France, those that 
are continually increasing their 
supply of money, are the ones that 
are always in trouble. 


Questioner: Mr. Kramer, what 
effect will the recent increase in 
interest rates on government bonds 
‘have on inflation? 


Mr. Kramer: The recent increase 
in the rates on government bonds 
thas to be weighed against the 
length of time for which the bonds 
jare issued. What the people in 
\Washington are trying to do is to 
jactually lengthen the maturities, 
‘that is how long the bonds are 
‘outstanding, which in the long 
run would have a beneficial effect 
yon the money supply. 
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Mr. Fertig: May I just add this 
statement, that if you make the 
price of a commodity more ex- 
pensive, less of it is used. If 
steak is $1.50 a pound, less is used 
than if it is only 50 cents a pound, 
and so if you raise the price the 
people have to pay for borrowing 
money, less of that money will be 
used and you will curb inflation. 
A harder money policy is essential 
to curb inflation. 


Mr. Back: We will have to be 

very brief now. A quick question 
and a quick answer. 
This is to Mr. 
Are there more advan- 
tages to a managed economy’s con- 
trol over inflation than there are 
to a free economy’s control over 
inflation, or don’t you think there 
are any differences? 


Questioner: 
Kramer. 


Mr. Kramer: I would rather let 
people work it out for themselves 
and try to stay away as much as 
possible from a fully managed 
type of economy. 


Mr. Fertig: I would say that 
managed economies always go in 
for inflation. Let the political 
powers manage a country and they 
will run it into inflation. 


Mr. Back; Thank you very much, 
gentlemen, for your most interest- 
ing discussion. 


FOR FURTHER STUDY OF THIS WEEK’S TOPIC 


i€ 


6. 


Background Questions 


How stable is the American economy at the present time? Is the 
outlook for another round of inflation, stabilization at present levels, 
or deflation? 

a. What are the present cost-of-living figures? Which prices have 
risen most sharply within recent months? Which have remained 
stable and which have fallen? 

b. Which economic group has been hardest hit by rising prices and 
high taxes, and least benefited by increased income? 

c. In terms of real income—the amount of doliar earnings in 
relation to the purchasing power of the dollar—is the average 
American better or worse off than ever before? 

d. To what extent does the level of employment indicate the degree 
of prosperity? Is full employment primarily a social objective? 
Has our definition of ‘normal’ employment levels undergone 
revision within recent years? 


Is there any over-all pattern or broad price trend today? 
a. Are prices moving together? 


b. Are scattered price increases necessarily a sign of another in- 
flationary spurt? 


. Fe 
Have there been any marked changes in the nature of the American 
market and economy which are significant in an evaluation of in- 
flationary or deflationary tendencies? 


Has the theory that the U.S. is slump-proof, due to built-in auto- 

matic stabilizers developed during the past few decades, any validity ? 

a. Will a government counter-cyclical policy in the form of un- 
employment insurance, old age pensions, public work projects, 
etc., be able to cope with a recession? 

b. Can we depend on government machinery alone to combat the 
dangers of an inflation or recession? 


c. Is large government spending an essential condition for prosperity ? 


What are the major inflationary pressures in our economy today— 
large defense expenditures, easy-money policies, easy credit require- © 
ments, too much spending in relation to production, etc.? : 


Is the high level of consumer credit a particularly vulnerable part 
of the economy? Or, is this debt in line with consumers current 
income and the liquid assets held by the public? 


Evaluate the Administration’s easing of its tight-money policy. 
a. Explain the relative merits of—high versus low interest rates 
short term notes versus long term 
bonds 
high versus low reserve require- 
ments 


b. Had this policy already served its purpose by effectively reliev- 
ing inflationary pressures? 


c. Had this policy adversely affected any economic group within 
the community-businessmen, farmers, consumers, etc. ? 


d. Is this change of policy a reaction to fears that the Treasury and 
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Federal Reserve, in their effort to apply brakes to the boom, 
might make money too tight and precipitate a slump? 

e. How does the extent of the government deficit influence money 
Pe Is the loosening of credit dictated largely by government 
needs ? 


f. Will this easing of money policy bring an upsurge in prices? 
Can we have a managed deflation? 


Evaluate the relative merits of direct economic controls (price, 
wage, rent controls) versus indirect controls over money supply. 
Is standby price and wage control legislation necessary? 


id. What are the major deflationary pressures in our economy today? 


a. Does the high tax rate have marked deflationary effect? 

b. How will defense cut-backs following the Korean truce affect 
the economy? 

c. Is it true that Americans are now saving at the highest peace-time 
rate in all history? If so, does this saving constitute a strong 
anti-inflation force? 

d. Is there such a thing as a recession psychology that might foster 
deflation ? 

What is the likelihood that we could have another severe depres- 

sion, like that of ’29? 

Is a slow price rise desirable or undesirable? 

a. Would the maintenance of a stable price level conflict with other 
desirable goals? 

b. Would it mean acceptance of chronic unemployment or drastic 
government intervention? 

c. Does a slow price rise necessarily forecast or precipitate a 
runaway inflation? 


83. Is the United States economy a war-geared economy ? 


} 


eee adjustments, etc.? 
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a. Is the fear of depression in the event of peace and a reduction 

in the arms budget an idle bogey? Or, is it a reality? 

b. Are we overexpanding our production facilities in our defense 
effort? Or, is there a backlog of civilian demand to take up 
the slack when defense production is curtailed? 

c. What effect will the tremendous growth of our population have 
on the demand for goods and future prosperity? 

d. Will shortages in housing, schools, roads, hospitals, and the 
growing need for slum clearance, dam building and land rec- 
lamation provide outlets for our considerable productive 


energies? 


i. In a recent article, Paul Hoffman stated that the “United States 


cannot live within its means under conditions favorable to the 
survival of a free society until genuine peace prevails in ihe 
world.” Do you agree? 
a. What is the probable result of our continuing to live beyond 
— our means? 
>. Are economic stabilization and economic mobilization compatible 
goals? 


“How can we achieve a measure of economic stability? Can we 


Mi orecase potential increases in production, composition of demand, 
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